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FETTER'S PRINCIPLES OF ECONOMICS 1 

THE strong disagreements which persist today with regard to the 
methodology and content of political economy make the ap- 
praisal of a newly appeared " Principles " an undertaking of 
no small difficulty. When giving commendation or passing criticism, 
one feels he must either deliver himself of his mere ipse dixit or involve 
himself in arguments to defend his evaluations before the majority who 
are almost certain not to judge from his standpoint, even if they possess 
no common standpoint. Such arguments are nearly interminable by 
nature. Their laboriousness and general ineffectiveness are indeed dis- 
heartening. And so neither the alternative of the ipse dixit nor that of 
the argument is altogether attractive. Fetter has made certain amend- 
ments to the theory of value in the interest of casting out hedonism. 
It is discouraging to think of attempting to argue the questions in- 
volved in reasonable compass, especially if one imagines himself ad- 
dressing that present-day company who rely upon hedoism's total and 
irretrievable destruction as a philosophical fait accompli and see nothing 
but hedonism in " classical " economics. This is that group of gentle- 
men engaged in demolishing everything tinged with hedonism in our 
fair science. For each of them that has appeared in our forums there 
are numbers who have not as yet discharged their shots in public. It 
seems, according to their way of thinking, that the banishment of 
hedonism will leave nothing much in economics but the " genetical" 
account. The syllogism implied in their conversations is : 

Major premise. The entire structure of " classical" or " deduc- 
tive " economics is hedonistic. 

Minor premise. All that is hedonistic belongs in the ash can of 
science. 

Conclusion. Obvious. 

One of this school , a professor in the making being taught by a pro- 
fessor already made, has been heard to maintain that when a manufac- 
turer of motor cars puts stronger but softer springs in his machines, 
this is not done because of any greater satisfactions that will be afforded 
consumers, nor because of any greater amount of money receipts that 
might fall to the manufacturer in consequence thereof; but is done 
solely for the maker's entrepreneurial self-realization. It is appalling 

1 See note I, p. 431. 
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to think of argument with one so filled to the brim with new psychology. 
Doubtless what is to follow will slip into the ways of argument, but en- 
durance will be lacking to pursue these ways to their ends. This is to 
be, in the language of one Ambrose Bierce, merely a " transient record 
of individual opinion." Wherever " it seems to me" is not expressed, 
it is by stipulation implied. 

Professor Fetter's Economic Principles 1 appeared last autumn. The 
book is the first half of a two- volume treatise on economics. The 
second half, Modern Economic Problems, is announced for September, 
1916, to make the applications of principles. In general Professor 
Fetter's theory may be described as mechanistic and Austrian. To 
call it mechanistic signifies that, like the usual type of economic 
theory, it treats the industrial and business system as being somewhat 
analogous to a mechanism, in that the operations of this system are 
explained in terms of practically contemporaneous causes and effects 
without reference to the changes in its structure which take place with 
the passage of time. Here " mechanistic " is substituted for the less 
appropriate "deductive" as a description of the classical type of 
theory. Mechanistic explanation contrasts especially with "genet- 
ical " explanation, though it seems doubtful if a precise line can in the 
last analysis be drawn between the two. Fetter's book shows a pride 
in its own novelties, but as far as methodology is concerned it is as 
mechanistic as the work of Ricardo, or the theory of interest of Irving 
Fisher, or the theory of distribution of John Bates Clark. And this is 
as it should be. For economics is best described as the study of the 
structure and action of the industrial system, with an object in view, 
namely, that of making us good judges of questions of the policy of the 
state (or of any body of persons, such as organized labor or capital) 
toward the industrial system. That is, the touchstone of importance 
and relevancy in economics is applicability to questions of public 
policy. It is on the strength of this test of relevancy that Fetter's 
methodology is pronounced the right one. It is also merely the domi- 
nant methodology of all the leading general texts past and present. 

It seems just to state that Professor Fetter's theory is Austrian in its 
general character, because he conceives of the value of final products 
as being derived solely from the gratifications of consumers which 
these goods condition (though he has much impaired his statement of 
this tenet owing to a misguided deference for the " new psychology ") , 

1 Economic Principles. By Frank A. Fetter. New York, The Century Company, 
1915; x, 523 pp. 
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and similarly because he conceives of the value of production goods as 
being derived solely from the value of their products. He interprets 
the relation of entrepreneur's cost to price (see chapter 28, sections 
8-13) in entire accord with this system of thought, just as von Wieser 
has done, by a theory of the value of what the latter called " cognate " 
products. 1 He thus harmonizes the law of entrepreneur's cost with 
what we were once prone to call the utility theory of value. The 
reconciliation is a pretty piece of theorizing, more fully worked out by 
von Wieser than by Fetter, and in any case Austrian. Fetter's theory 
of price (chapter 7) is like Bohm-Bawerk's. Fetter upholds a pure 
agio theory of interest, the veritable blood-brother of the utility theory 
of value. Bohm-Bawerk showed that the agio theory is necessarily 
part and parcel of the same dialectic as the utility theory, even if this 
great theoretician did unconsciously depart from the utility dialectic 
when he advanced his doctrine of the roundabout method. The 
present reviewer commends Fetter's theory as much for its Austrian as 
for its mechanistic character. 

In the preface of Economic Principles our author is discovered in a 
somewhat belligerent frame of mind. Speaking broadly of texts which 
have appeared since the middle of the nineteenth century , he says : 

The ambition of successive writers has been "to modernize Mill" rather 
than to modernize economics. Books continue to appear, repeating with 
little essential change the theoretical system of the English classical school. 
Their innocuous references to more recent constructive criticism have little 
purpose but to evidence the erudition of the authors and their spirit of 
Christian charity. 

The newer criticism, a " body of esoteric doctrine discussed only by 
the initiated and merely hinted at in undergraduate instruction," has 
touched the general text-book and the general college course only 
superficially and here and there , occasioning such changes as the sub- 
stitution of " the novel soporific locutions of the marginal utility school 
for the older catch-words of ' cost of production ' " (page vii). The 
purpose of the book now being offered to the public is to give the new 
thought a positive and systematic exposition which will place it at the 
disposal of the general reader and the student of elementary economics 
in college. To accomplish this purpose it carries forward the argu- 
ment of the author's earlier Principles of Economics published in 1904. 
While differing much from this prior volume in general plan and detail, 

'Von Wieser, Natural Value (English edition of 1893), page 172. 
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the new book builds upon it as a foundation. Among the properties 
belonging to the newer thought are " psychic income, the renting 
contract, the relation of repairs and conservation to the land supply, 
time-preference, the investment concept of capital, the capitalization 
theory of interest, the volitional theory of population, and the psycho- 
logical theory of crises" (page viii). These were some of the " novel 
terms and conceptions" set forth in the volume of 1904. These 
ideas are retained in the present book, and to them is now added a 
" new statement of the theory of value based on modern psychology. " 

As propagandist and champion of the newer thought, Fetter shows 
little tendency to cooperate with others. While one would not accuse 
him of giving the reader to understand that he himself is responsible 
for all the " innovations " appearing in his treatise, he makes little or 
no mention of the views or work of other economists. His infrequent 
references are practically all to writers in other fields or to a few his- 
torical figures in the field of political economy. The reviewer is not 
especially impelled to criticise him for this. The question of the precise 
authorship of various doctrines and parts of doctrines is at best an an- 
noying one. An author who has a mind to give a systematic exposition 
of principles for general consumption may cut the knot of this problem 
by the elimination of references, and for this policy there is more or 
less precedent. Be this as it may, the names of Bohm-Bawerk and 
von Wieser are not printed in Fetter's book, to say nothing of writers 
nearer home. 

One's prejudices are touched by the promise to utilize the new 
psychology in the rebuilding of economic theory. It is doubtful 
whether this body of knowledge has important applications to any 
branch of theory ; and at all events it is difficult to see that it com- 
pels the slightest recasting of the utility explanation of value. Indeed 
one may question the advisability of a change in the wording of the 
explanation, as a mere matter of tactics to relieve us from the miscon- 
ceived attacks of some of our latter-day students trained primarily 
in philosophy and ethics. Since the time when the reviewer heard a 
teacher of economics maintain in conversation that the theory of rail- 
way-rate regulation would have to be revised in view of the new 
psychology , his prejudices have been rejuvenated , because this makes 
him think of pleading before a railroad commission that instincts have 
three parts — afferent, affective, and efferent parts — though this is 
not quite fair. It appears in a nutshell, according to the state- 
ment of those who should know, that the new psychology pro- 
vides us with a type of impulse theory, rather than hedonistic theory, 
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of human conduct. It tells us, for instance, that an instinct may be 
analyzed into three parts, and tells us what the chief instincts are with 
their accompanying emotions. Thus we have the instinct of flight 
and the emotion of fear, the instinct of repulsion and the emotion of 
disgust, and so forward. It details many other things, all, however, 
more remote from the railway problem than even the utility theory 
of value. The latter at least possesses the merit of helping to explain 
certain principles which are taken into consideration in dealing with 
the railway problem. 

And so when it becomes a duty and pleasure to study Professor 
Fetter's book, the reviewer takes the trail of the new psychology with 
interest. It does not prove to be the " trail of the serpent." Rather 
the new psychology merely appears, to impress one of Fetter's words, 
" innocuous." It is true that it seems to have interfered to a degree 
with a clear statement of the relation of value (in the sense of subjec- 
tive value) to utility or usefulness, but apart from this you could seize 
upon it at the various points in the book where it may be found, and 
lift it out bodily, and leave the real argument unchanged. Professor 
Fetter, however, says : 

The author . . . presents here a quite new statement of the theory of value, 
one in accord with the modern volitional psychology, thus eliminating 
entirely the old utilitarianism and hedonism which have tainted the terms 
and conceptions of value ever since the days of Bentham. The basis of 
value is conceived to be the simple act of choice and not a calculation of 
utility. Even the phrase ' ' marginal utility ' ' is definitely abandoned, 
[pages viii, ix] . 

And as for " utility " simple, this is re-defined as capacity to confer 
benefit instead of capacity to excite desire. Thus deleterious things 
cease to have " utility " even when desired. 

The reviewer feels drawn on to discuss this matter of hedonism — in 
spite of the fact that Fetter has really next to no kinship with the think- 
ers seemingly most desirous of reforming economics through the new 
psychology, namely, the propounders of the " genetical" explanation 
of the economic world. Fetter is as distinct, dissimilar and disparate 
from these as are Bohm-Bawerk, Fisher or Clark. Now what has the 
new psychology to say to the economic theorist? William McDougall's 
Social Psychology was published in 1909 with a view to giving the 
answer to this question and similar questions pertaining to other social 
sciences. Fetter does not mention McDougall, but McDougall ad- 
dresses himself to the issue in hand as follows : 
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It would be a libel, not altogether devoid of truth, to say that the classical 
political economy was a tissue of false conclusions drawn from false psy- 
chological assumptions. . . . The great assumption of the classical political 
economy was that a man is a reasonable being who always intelligently seeks 
his own good or is guided in all his activities by enlightened self-interest ; 
and this was usually combined with . . . psychological hedonism . . . that 
is to say, good was identified with pleasure. . . . But mankind is only a 
little bit reasonable and to a great extent very unintelligently moved in 
quite unreasonable ways. 1 

Later we find as a more positive declaration of the thesis of modern 
psychology, that 

directly or indirectly the instincts are the prime movers of all human ac- 
tivity . . . and all the complex intellectual apparatus of the most highly 
developed mind is . . . but the instrument by which [the instinctive] im- 
pulses seek their satisfaction.* 

An instinct is defined as 

an inherited or innate psycho-physical disposition which determines its 
possessor to perceive, and to pay attention to, objects of a certain class, 
and to experience an emotional excitement of a particular quality upon 
perceiving such an object, and to act in regard to it in a particular manner, 
or, at least, to experience an impulse to such action. 3 

McDougall, like other similar critics, is almost wholly content with 
giving mere general condemnation of the premises of the classical 
writers. Except for the doctrine of laissez /aire or the harmony of 
interests, to which he devotes a few lines, he considers no individual 
articles of belief of the school, such as the differential theory of rent, 
the labor theory of value, or the wages- fund theory. These and the 
theories of international trade and the international distribution of 
specie seem far from being on an hedonistic basis. McDougall's 
statement that the classical political economy is a tissue of false con- 
clusions drawn from false psychological assumptions, is rather broad. 
Something might be wrong with it here and there other than its psy- 
chological assumptions. Indeed the main errors that have been shown 
to reside in it are due, not in the least to hedonism, but to entirely 
distinct factors. Not even the utility theory of value rests on an 

•McDougal, op. cit., p. n. ' Ibid., p. 44. 

3 Ibid., p. 29. Professor W. C. Mitchell's two articles on the " Rationality of Eco- 
nomic Activity " in the Journal of Political Economy for 1910, consider the lessons 
for economics deducible from McDougall's book. 
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hedonistic foundation. Presently argument will be adduced to justify 
this statement. It is true that Gossen , one of the very earliest writers 
to uncover the dialectic of the utility theory, was exceedingly hedo- 
nistic. Also there are the extreme statements of Jevons that his theory 
(that of "final" utility) " is entirely based on a calculus of pleasure 
and pain." He goes on to say " the object of Economics is to maxi- 
mise happiness by purchasing pleasure, as it were, at the lowest cost of 
pain." 1 Nevertheless it can be shown that neither Jevons's theory of 
final utility nor the similar Austrian theory of marginal utility rests on 
the technical hedonistic premises that pleasure is the end of life, or the 
object of desire, or that pleasures differ only in intensity, or what not. 
The utility theory remains unscathed by the new psychology. At least, 
a utility theory, containing what was and is the important contribution 
of the doctrine, framed in the same terminology as the Austrian teach- 
ings, can be defended without hedonistic premises. McDougall's 
pages, it should be stated, are occupied almost exclusively with giving 
the content of modern psychology in a form which he regards as appro- 
priate for the consumption of students of the social sciences. 
Professor Veblen, in a vein similar to McDougall's, affirms that 

the central tenet . . . held by the classical school . . . and its specialized 
variant, the marginal-utility school ... is that of the hedonistic calculus. . . . 
The relation sought by [hedonistic] theory among the facts with which it is 
occupied is the control exercised by future (apprehended) events over pres- 
ent conduct. Current phenomena are dealt with as conditioned by their 
future consequences ; and in strict marginal-utility theory they can be dealt 
with only in respect of their control of the present by consideration of the 
future. Such a (logical) relation of control or guidance between the future 
and the present of course involves an exercise of intelligence, a taking 
thought, and hence an intelligent agent through whose discriminating fore- 
thought the apprehended future may affect the current course of events : 
unless, indeed, one were to admit something in the way of a providential 
order of nature or some occult line of stress of the nature of sympathetic 
magic. 2 

And how disturbing it all becomes when Veblen works along to the 
point of applying to our poor economics such unfeeling adjectives as 
" teleological. ' ' An explanation of the valuation of economic goods, 
or of the disposition of these goods in production, which assumes " in- 

jevons, Theory of Political Economy, ed. of 1888, page 23. 
'See Veblen's "Limitations of Marginal Utility," in the Journal of Political 
Economy for 1909, page 622. 
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telligent" beings who " take thought," begins to seem almost crim- 
inal, though Veblen doesn't say it is. Should one try to show, for 
example, that when petroleum is found on common land, the sudden 
ascent of the capitalized value, or value of the realty, is due to the 
anticipated increase in its income stream or money yield , it would seem 
he lays himself open to a dressing-down as rationalist and hedonist ! 

Veblen's arguments concern not merely the limitations of marginal 
utility but of mechanistic theory in general. His points are : ( 1 ) 
that this theory merely assumes institutions to be what they are or what 
it conceives them to be, and cannot account for their origin or predict 
their future changes ; (2) that in its teleological character it differs radi- 
cally in its methodology from modern sciences generally. Now these 
things leave one unmoved. There is a great body of questions of 
public policy, of which a competent discussion and a scientific discus- 
sion (in the sense at least of a non-partisan and truth-seeking discussion) 
must be "teleological," that is, must deal with the intentional and 
the purposeful. A systematic and general survey of the business order, 
with a view essentially to obtaining results applicable to this body of 
questions, gives us substantially what we have for a long time called 
the principles of economics. There is, no doubt, considerable scep- 
ticism among mechanistic theorists regarding the applicability to these 
questions, of results obtained from the distinctive type of deep-going 
genetical study which reaches down to the tap-roots of human institu- 
tions. The chief remedy to be applied is the emergence of the genet- 
ical debaters from the realm of methodological criticism. It must be 
remembered that the study of the facts of the immediate past has always 
been engaged in by the mechanistic type of economist. Practically 
speaking, all facts are past facts. A mechanistic handling of the facts 
of our money and banking system in the decade of i860 would not, we 
should say , constitute a genetical account. If it would, there has never 
been a non-genetical economist. 

Fetter would probably agree with what has just been said. But 
now he comes, in his treatise on the science of public policy, in 
chapter ii on " choice and value," and likewise proclaims to us the new 
truth hitherto unapprehended by economists, that choices are deter- 
mined " in a great degree by instinct." 

Every living creature has a nervous organization of some sort — plants as 
well as the lowest forms of animals. This nervous organization [reacts] 
in certain ways to external stimuli. The seed . . . sends rootlets into the 
earth in search of water and of the particular soil-elements which it by 
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nature "chooses," it sends stock and leaf upward into the light and air, it 
spreads or climbs or twines according to its nature. . . . The chick picks its 
way out of the shell, and then instinctively (by its inborn nature) picks at 
any article it sees. . . . The new-born child. . . . Some food it rejects, other 
food it takes [page 12-13]. 

By and by it develops conscious desires. It all comes to this, that the 
instinctive elements of choice are very potent. And this is all it comes 
to. What there is in this to contradict the utility theory the reviewer 
does not know, but in it Fetter finds sufficient inducement to abandon 
its older terminology and to announce a new statement of the theory 
of value. In order to avoid speaking of marginal utility, an offense 
which he does not commit outside of his preface, he employs circum- 
locutions less helpful than what he has unkindly called the "soporific 
locutions " of marginal utility. 

Before its critics the crime of the utility theory seems to be that it 
makes declarations like the following. Men produce goods to satisfy 
their desires. But if a given kind of good capable of satisfying a man's 
desires exists in a superabundant quantity available to him, so that 
more of this good would not mean any more satisfaction, a man will 
not work to make or get more, and will not spend money to get more. 
He attaches no importance under the circumstances to a single unit or 
small part of such a good, because his satisfaction is not dependent on, 
or conditioned by, such a unit. Nothing in the way of satisfaction ap- 
pears if he adds a unit nor disappears if he loses one. The importance 
which we as men attach to individual goods upon which some satisfac- 
tion is dependent, may be called value [this is Menger's original defini- 
tion of value], or more specifically " subjective value," to distinguish 
it from other types of value which must be examined. Goods, however 
useful in general character, which are superabundant, do not possess the 
superior importance for welfare called value. Whereas a useful article 
that is scarce always has this value, an increase in its quantity will make 
the value fall owing to the inevitable ultimate decline in the importance 
of the satisfactions which the successive units of the good will afford. 
That is, the greater the stock under the control of a man, the less the 
importance or value to him of some one unit or part of the good , be- 
cause the less the dependent or conditioned satisfaction. This is due 
to the satiability of human wants for any given type of commodity. And 
so the argument of " marginal " utility runs, though this is just a bit of 
it thrown together without particular care. 

Now we do not mean that the buyer of goods sits down and as a logician 
makes a formulation of this doctrine or goes over it as a prayer, or 
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quoths to himself that the marginal utility of this or that is such and 
such. If Mary sends John for some pork chops, do we think that John 
goes through with some fantastic conscious computations respecting 
the marginal utility of chops? We do not suppose that John goes 
through these agonies. The truth of marginal utility depends no 
more upon John's consciousness of the principle or upon his think- 
ing " marginal utility " in words, than does the truth that the blood 
circulates depend on a man's knowledge or consciousness of its circu- 
lation. Nor does the truth, of it depend on John's having no instincts. 
We are merely trying to explain what lies beneath some of the phe- 
nomena of market prices. And the things affirmed are true of the 
most ignorant specimen of the human race. These truths are depend- 
ent neither upon his formulation of our theory nor upon the " reason- 
ableness " of his desires or general rationality of his existence. For 
instance, the utility theory applies to Teddy-bears whether the desire 
for these creatures is " rational " or not, as our critics use the term. 
If the reviewer draws upon conversational experience he is only com- 
menting on some of the effects of the new psychology propaganda on 
the teaching of economics. Said one professor in his hearing : "There 
is no use talking, the world is not as assumed in economic theory. 
Take the demand for Teddy-bears. That is not rational." But the 
utility theory makes no assumption that men are rational in the sense 
that their desires are wise or well-considered according to the standards 
of some person or other. If some one should spend his entire income* 
on oatmeal, procuring say 100 tons for the next winter's use of himself 
and wife, that would be the kind of irrationality that would surprise the 
utility theory. The theory rather assumes that men are not what in 
the language of the people we call " crazy." But the original formu- 
lators of the doctrine, not having the modern psychology in mind, 
unfortunately did not succeed in putting together a structure like the 
latest models of automobiles — insusceptible of misapprehension. 

Of great importance the utility theory is not. The importance 
attaches to the empirical law of demand which it explains. But what 
can be the error of the theory? It states that men desire goods. Do 
they not? It has no doubt been made to say at times that men seek 
satisfaction, when it might have confined itself to saying that they seek 
goods. It speaks of the power of goods to satisfy desire as utility. 
This is a synonym for usefulness. Do not goods have usefulness, or 
does the anti-hedonist wish to run " usefulness " out of the language? 
Are desire and satisfaction myths? Fetter speaks of desire as " a 
mental reaching out for things." This is on a par for effectiveness 
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with defining desire as a " feeling of incompleteness," suggestive of 
a man with a wooden leg. We give a definition in certain terms. We 
may in turn define these terms. But we cannot go on defining terms 
forever. In time we reach fundamental undefinables. Such are 
"desire" and "satisfaction." Their meanings are understood by 
all, but definition of them is futile. 

Does not the superior importance of scarce things as described by 
the utility theory exist? And do not men both fail to produce and 
fail to demand the production of things, however useful as a general 
class of objects, when these things are superabundant and thus fail of 
this importance? This superior importance is called value. What is 
there in anti- hedonism which counter- indicates this use of the term? 
In searching further for what may be the psychological error of the 
theory, we shall have to make the fragmentary and rudimentary state- 
ment of it which has been given above serve our purposes. It is hardly 
feasible here to attempt to give it a fuller statement as a theory or 
part theory of market price and defend it against the various mis- 
apprehensions from which it has suffered. It is said that the conduct 
of men is governed by their instinctive impulses, or that what they 
desire is a matter of instinct. Of course. The utility theory has not 
denied or ignored this. It states that objective goods are necessary to 
satisfy desires and their usefulness is their capacity to satisfy desires. 
The utility theorist could say that goods are necessary for the real- 
ization of instinctive impulses, and then eliminate the word " satis- 
faction " and explain his points all over again. But to what end? 
It would be merely more pedantic and on the whole less intelli- 
gible. The fact that hunger is an instinct produces no modification 
in the proposition of the satiability of hunger and the consequent 
declining importance of successive increments of food. What ad- 
vantage would be gained by saying that value (in the sense of sub- 
jective value) depends on the marginal enabling power of goods 
to further the realization of instinctive impulses ? The utility theorist 
can readily admit that what man wants or the character of man's wants 
depends on his inborn nature. On what else in the world should they 
depend? No doubt they depend on the make-up of his instinctive 
impulses, however complex, or imitative, or socialized, however much 
influenced by advertisement or salesman's talk. The reviewer once 
attended a class in an American institution where the professor in 
charge, after chastising the classical political economy as being hedo- 
nistic, explained that the hedonistic conception of the mind was that 
of a mind without instincts or impulses and possessed of a reason only ! 
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Could a more stupid misapprehension be imagined? It is impossible 
to believe that even the purest hedonist proper ever held such a non- 
sensical conception of the mind. 

Attacks on the importance of the utility theory would be more tell- 
ing than the attacks of anti-hedonism on its truth. Errors in present- 
ing it are not uncommon, especially in connection with the use of the 
term " marginal" as applied to goods which the consumer does not 
use in plural numbers or in stocks. Even William Smart went astray 
in an attempt to find the " marginal " utility of a piano to the user ! : 
Then there is the offense against the good sense of the theory in mak- 
ing it cover such a phenomenon as the international distribution of 
specie. For example there is the idea that gold distributes itself 
among the countries of the world in such a manner as to attain an 
equality of marginal utility in all countries, as advanced by Charles A. 
Conant.* If gold seeks an equality of anything here, it would be an 
equality of general purchasing power over goods, or an equality of 
general exchange value, this being what Ricardo maintained. 

In the reviewer's opinion, the more significant truths sought to be 
conveyed by the utility theory are not contradicted by the new psy- 
chology; but if they should be, it would be incumbent on the new 
psychology to square itself with these plain truths. Incidentally, no 
large number of professional psychologists have been showing an in- 
terest in the reform of economics in the name of their science. In 
Fetter's book the new psychology seems to exhaust itself in making the 
introductory exposition of the theory of value less clear. Fetter de- 
fines "value," for instance, as the " quality of importance which things 
have when they are the subjects of man's choice" (page 19). It is 
submitted that the Austrian definition of value tells the intelligent 
student something, whereas Fetter's distinctly does not. Again, on 
the same page, value is described as " the quality in an object in the 
environment to influence a man's action in respect to the control and 
use of the object." But the point is not made. Why not give a defi- 
nition that explains the distinction between value and mere usefulness 
and let the new psychology take care of itself? Something is made of 
the idea that choice precedes valuation rather than valuation preceding 
choice. Thus, value 

is not to be thought of as something in a thing before man makes it an 
object of choice. The logical order is : first, choice ; secondly, a valuation 

1 In chapter vi of his Introduction to the Theory of Value. 

2 See his Principles of Money, vol. i, book i, chapter vi. 
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by necessary implication ; third, value — the quality imputed to the object. 
Yet in real life these are but three phases, absolutely contemporaneous, of 
the same thing [page 19]. 

This may be true, but it is difficult to see how it affords a reason for 
changing the terminology of the utility theory. Under the caption of 
' ' the direction of labor guided by the value of its results ' ' Fetter says : 

Some of the services [of labor] yield directly psychic income, and some 
are embodied in material goods which yield a psychic income. These 
various ultimate services and incomes have different values from period to 
period. These values serve as a guide in the application of each kind of 
labor, which is turned now in this direction, now in that, to render the 
most valuable ultimate service for which it is fitted. . . . These facts 
explain the constant shifting, and attempts at shifting, of laborers from one 
occupation to another [page 200]. 

Here we have the good old Austrian mechanistic thought which we might 
call the doctrine of value as the guiding star to labor, a doctrine sound, 
intelligible, and applicable. The point is that mere usefulness (even 
as suitability for furthering the realization of our instinctive impulses) 
as distinguished from value , is not in the least the guide for the appli- 
cation of labor power. What Fetter says, as quoted above, is just as 
much and just as little hedonistic as the whole utility theory of value. 
The question is : Where now is the new psychology? or, Where is that 
interpretation of it which would make it hostile to sensible economics 
sensibly expressed? In a subsequent chapter, the following appears : 

If all the various goods . . . that labor produces were spread out 
before men in visible form, some would be in great demand, some 
would exchange at a very unfavorable ratio with others. The market 
for goods would come to equilibrium at a point where each buyer had 
adjusted his supply of services in the most favorable way, had distributed 
his purchasing power, as represented by his labor, so as to get those kinds 
and amounts of goods (including services of others) which gratify his 
desires in the highest possible manner 1 [page 214]. 

And again we find that " the impulse to seek immediate gratification is 
rooted deep in man's biologic nature" (page 240). To employ the 
terms "impulse" and " biologic nature " may or may not save this 
sentence from the taint of hedonism. Perhaps " seeking gratifica- 
tion " would pass muster where " seeking pleasure " or " satisfaction " 
would not. In any case , what difference does it make ? 

1 Italics are the reviewer's. 
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Attacks on the utility theory have been sufficiently numerous to make 
the place which this system of thought is to retain, a little question of 
public policy for economic theorists. The distribution of emphasis in 
this review has been governed rather by the reviewer's interest in this 
question than by a due regard for the relative importance of issues in 
Professor Fetter's work. For naturally there are many other matters 
equitably entitled to equal or greater consideration. However, what 
remains to be said will perforce be general in character. 

The style is clear and convincing though the terminology is in places 
unusual. Many original and telling diagrammatic devices and illustra- 
tions are employed. From time to time a bit of moralizing appears, 
and then a bit of humor. There are traces of the class-room. Now 
and again some hoary but everlasting economic fallacy is given good 
and satisfying punishment. 

In his Principles, published in 1904, Fetter suspended his entire 
exposition, as it were, upon the thread of the theory of value. For 
the book was divided into three chief parts : I , The value of material 
things ; II, The value of human services ; and III, The social aspects 
of value. Under this third caption were assembled his discussions of 
various economic problems, such as the problems of money and bank- 
ing, protection, social legislation, and the like. The argument of the 
Principles of 1915 is still in great part suspended on the thread of the 
theory of value, though it is no longer the case that everything hangs 
by this thread. This gives the work an air of formal logicalness which 
is perhaps a mixed virtue. This is not to criticise , even by implication, 
the true internal logic. But the general arrangement is such as to lead, 
for instance, to placing the treatment of money (a very brief treatment 
indeed in the present volume) in part under the general division on 
" time-value and interest." Here the functions of money are discussed 
in two pages introductory to a chapter devoted to the subject of capi- 
talization. Perhaps any feeling that the arrangement is in places a 
little strained is caused by an undue deference to the traditional. 

In conclusion the reviewer takes the not altogether attractive alter- 
native, referred to in the beginning, of delivering his ipse dixit. Pro- 
fessor Fetter's system of economics is mechanistic, as is right and 
proper. As a mechanistic system it is on the right foundation. The 
structure of the theory as a whole is such as to enable it to comprise 
the utility theory of value and the pure agio theory of interest as con- 
sistent and harmonious parts. The law of cost is handled on the 
assumption that the value of production goods and of labor power is 
derived from the value of their products. Consequently, no element of 
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the productivity theory of interest remains, for it Cannot persist in the 
face of this assumption. The hires of agents, material and human, 
"rents" and "wages," are not conceived as coordinate with in- 
terest. That is, interest is not treated as the share of " capital," 
rent the share of " land," and wages the share of "labor" in the 
old-fashioned way. The fourfold classification of factors in produc- 
tion and shares in distribution is abandoned. The generalized law 
of diminishing returns, as a law of the combination of all the various 
factors of production ( instead of a law merely of the application of 
labor or capital to land) is given a clear exposition as the " principle 
of proportionality," or rather as one phase of the principle of propor- 
tionality. The phrase "law of diminishing returns" is reserved for 
the principle of the relation of the whole population to material 
resources, and its preferred name becomes "law of increasing and 
decreasing returns " (page 435 and note on page 440). The term 
" rent ' ' is made to signify the contractual or market hire of any non- 
human agent. The same hire for men or labor is " wages." The yield 
of agents which lies back of their market hire is called " usance." 
" Economic rent " is rejected as an unclear and misleading piece of ter- 
minology. That is, " usance " and " usance value " are substituted. 
The yield of labor is also at times referred to as its usance, but Fetter 
does not go so far as to call the market hire of labor the " rent of 
labor." No vestige remains of the idea that land and natural agents 
alone give " rent, " whereas produced means of production, such as 
buildings and ships, being " capital," yield "interest." That is, the 
theory of interest becomes a theory of the relation between the 
capital value and the usance value of any and all kinds of agents that 
are capitalized. Terminological reform stands of -course on the firm 
justification that if you call things by names that associate them wrongly 
you cannot manage to make the right affirmations about these things. 
Whether or not all of Fetter's terminological ventures will succeed, his 
system of theory has the right foundation and structure. 

A. C. Whitaker. 
Stanford University. 



